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January 22, 1996

TO: Chief, HRMS

SUBJ: Cost-or-Living Adjustment of Annuities and New Variable Interest Rate

This flyer transmits Benefits Administration Letter (BAL) 95-111. The BAL provides
information relative to cost-of-living adjustments of annuities, the variable interest rate for 1996,
and other annual figures affecting retirement benefits.

Any questions you have about this flyer may be directed to Barbara Wright at (202) 565-8586,
Rod Meader at (202) 565-8588, or Bruce Ducharme at (202) 565-8591.
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Number:9S-111 Date: December 22, 1995

SUBJECT:

Cost-of-Living Adjustment of Annuities;
NelN Variable Interest Rate

This notice provides information relative to cost-of-living adjustments of annuities. the variable interest rate
for 1996. and other annual figures affecting retirement benefits.

1. DELAY IN Er;1;'ECnvE DATE

Public Law 103-66, approved on August 10, 1993, delayed the effective date of future cost-of-living
adjusnnellts (COLA) for retirees Imder the Civil Selvice Retiremellt System (CSRS) alld the Federal Employees
Retirement System (FERS). The COLA delays will be in effect for Fiscal Years 1994, 1995, and 1996. Each
COLA that would have been efiective on December 1 and reflected in the January 1 payment will instead be
effective on March 1 and reflected in the April I payment. Onl.)' the payment date for the COLA has changed.
Eligibility for and proration of the COLA are still determined as of December 1 of each year. For example, a
FERS retiree who tlmled 62 ill JaI\llaty 1994 was lIot eligible for allY COLA ill the ApciI I, 1994, paymellt
because he was under age 62 as of December I, 1993. Similarly, a CSRS retiree whose annuity began on
November 1, 1993, received 1/12 of the applicable COLA. Note: Pending legislation would extend the COLA
delay through 2002.

2 CSRS COST -OF-LIVING ADJUSTMENTS

a. SYmmAQ:. Annuitants who rctircd undcr thc Civil SCMCC Rctircmcnt Systcm (CSRS) will gct a
cusl-u[-living adjustment (COLA) in their April 1, 1996, annuity payment. (See Ihe CSRS and FERS
Handbook for Personnel and Payroll Offices. Chapter 2. subchapter 2A.) The March 1. 1996. increase. to be
pllid in April; will hc 26 perccnt fnr IIlIlInnuitant~ rctircd undcr C:SRS, cxccpt thn~c whn hllvc nnt hccn nn thc
annuity roll for a full year. The 2.6 percent increase was derived by computing the percentage increase in the
Consumcr l~cc lndcx (Cl)l) tor urban wagc camcrs and clcrical workcrs from thc third quartcr avcragc of 1994
lu Ihe lhird '{WIrier average u[ 1995.

h Prnrlltinn nfRctircc'~ First C:OT .A. Ry IlIw, II rctircc'~ fi~t C:OT.A mu.~t bc prnrllted Rctiree~ will gct
one-twelfth of the applicable cost-of-livlng increase for each month they were on the annuity roll before
Vcccmbcr 1. 1995, not to cxcccd 12 months. '[0 gct thc full March 1. 1996, incrcasc. a rctircc's annuit)' must
have cummenced nu laler than December 31, 1994. Tu gel lIne-twelfth u[ Ihe March 1, 1996, increase, Ihe
annuit)' must have commenced no later than November 30. 1995.
c. The follo"mg table shows the actUal prorated percentage increases that apply toCSRS retirees according to
thc month in which thc annuit), bcgan to accruc:

Retirement and Insurance Group
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.~uit\. HCeRn Amount of IncTcasc

December 1994 or earlier

January 1995 ---

FebruaI)' 1995 --

March 1995 April 1995 May 1995 June 1995 July 1995 August 1995 September 1995 -

October 1995 ---

November 1995 -

2.6%
2.4o/u
2.2%
2.0C!'0
170;0

1.5%
1.3n/u
1.1%

O.9C!io

07'0
0.40;0
0.2o/u

3. FERS COST-Of-LIVING ADJUSTMENTS

a. Surnrnarv. Eligible annuitants who retired under the Federal Employees Retirement System (FERS) will get
a COLA in thcir April 1, 1994, annuity pa)mcnt. (Sce CSRS and FERS llandbook tor Personnel and Pa)Toll
Offices, Chapter 2, subchapter 2B.) The full March 1, 1995, increase will be 2.0 percent. \\-nen the CPI
increase is less than 3 percent, the FERS COLA is the CPI increase, or 2 percent, whichever is less. Since the
ull":rease last Yl:aJ' was 2.6 percent, as explailled UI itelll 2a, above, tIle fiill FER.'; COL.~ is 20 perl":ent

b. Proration of Retiree's first COLA. for FERS retirees who have not been on the annuity roll tor a full year,
COLA's will be prorated as explained in item lb, above. The follo~ table shows the actual prorated
percentage increase that applies to FERS retirees according to the month in which the annuity began to accrue:

AnnuitY Be~an Amount of Increase

December 1994 or earlier-

Janual)' 1995 ---

F.:bmalY 1995 --

March 1995 April 1995 May 1995 June 1995 Jill)' 1995 August 1995 September 1995 -

October 1995 November 1995 -

2.0°/0
1.8~'O

1. 7°,~
1.5°/0
1.3~u
1.2~0
1.0~'o
0.80.0

0.70.~

o.sn,u
0.30.0

0.2~0

c- FERS ,-\nnuitants \Vho .I\re Under ,\2e 62- FERS COL,\'s apply to retire-es \\-ho \vere age 62 as as of
Occcmhcr 1, i\~ \\-cl1 i\~ --
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disability annuitants (see item d, below),

mililCll)' rc:sc:rvc: lc:chruciCins \II husc: sc:pClrClliun [rum lc:chruciCin sc:r\1cc: rc:sulls [rum luss u[ mililCiry

membership on account of disability after attaining age 50 and completing 25 years of se~ice. or

employees who retired under the special provisions for law enforcement officers, firefighters, or air traffic
controllers.

d. Disabilitv Annuitants. COLA's are payable to disability annuitants without regard to their age. However,
COLA's are not payable on fERS disability annuities dunng the annuitant's first year on the roll it. the annuity
rate is based on 60 percent of average salary. COLA's are payable, however, during the first year if the
annuitant's rate is based on an earned benefit or the annuity is redetennmed because the annuitant has reached
age 62

e. Survivor .-\nnuitants. Spouse, former spouse, insurable interest, and child survivor annuitants under fERS
are entitled to COLA's regardless of age. After sUl'-ivor annuities (other than children's annuities, which are
based on CSRS COLA rules) commence. they are subject to FERS COLA rules. even if the)' are based on an
arumity that ulchld~s a CSRS l":ornponent

The supplementary annuity paId to certain surviving spouses and tanner spouses is also subject to FERS
COLA's.

f. EmL210~ee Alu\llitallts witll a CSR." ComL2ollent Cel1aUl FER." retu.ees al.e entitled to a CSR." alumity
computation for a portion of their annuity. This CSRS component is subject to CSRS COLA rules. The full
CSRS COLA ettectIve March 1, 1996, is 2.6 percent. The CSRS COLA rules also provide tor proration of the
increase depending on the number of months the annuity was p3}"able before the effective date of the increase.
CSRS COLA rules do not require the annuitant to be age 62. Therefore, the CSRS portion of the annuit)' may
ull~rea.\e ~n tllongll no FERS ull~Iea.\e i\ payable

g. rERS .~uib: Su~~lement. The retiree annuity supplement. it. any. is not increased. COLA's apply only to
a retiree's basic annuity.

h COLA lllcrea.\e all the B3.\ic EIll I ee ~atll ell~fit Ullder FER.~, a b3.\ic hllllP-\lllll bell~fit is payable
to the qualifying surviving spouse (or fonner spouse) of a deceased employee with at least 18 months creditable
service. The law pro"1des that this lump-sum benefit is an amount equal to 50 percent of the employee's final
annual pay (or average pay, ifhigher), plus $15,000, adjusted for COLA's under CSRS rules. The latter
amount, including prior COLA's, is cunentiy $20,208.59. Since the CSRS COLA this year is 2.6 percent, the
bellefit U1Cr~3.\es to $20,73401 for allY C3.\e Ul wlu\.-:h tll~ ~Illploy~~ dies 011 or after March 1, 1996, alld befort'
March 1, 1997.
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4" REEMl'LOYElJ ANNUffA.N"rS

a. Reemployed annuitants. both CSRS and FERS. whose salaries are being reduced by the amount of their
annw~' must take an additional reduction in salary beginning March I, 1996. or the date ofreemplo)lment,
whichever is later. The following rules apply:

For CSRS annuitants, the reduction is equal to the 2.6 percent increase (or applicable prorated portion if this
is the first increase) in the annuity.

For annuitants whose annuit)' was computed solely under FERS rules (i,e., the annuit)' does not include a
CSRS l":OlllpoliC'nt), tliC' rC'dul":tion is C'quaJ to tliC' 2.0 j>C'rl":ent FERS !tic.rease (or applicable proratC'd pol1ion)

For reemployed FERS annuitants whose annuit), includes a CSRS component (see item 3t: above), the
additional reduction in their salal)' is detennined by appl}ing CSRS COLA rules to the CSRS portion of
their annuit)', If no FERS COLA is payable, the additional reduction in salary for a reemployed annuitant is
ba."l".d Oilly 011 tlll". UIC...l".a...l". Ul tllC' CSR.~ POl1ioll.

b, To determine the new month!)' rate to be used tor reducing the reemployed annwtant's salary, adjust the old
monthly rate upward by the appropriate percentage and round to the next lowest dollar. An adjustment must be
at least one dollar, The new monthly salary reduction must be remitted to the Civil Service Retirement and
Di..ability F\Uld via RlTS or tIll' SF 2812. If you "alUIOt detemWIl' tIll' reemployed alUmitaJlt's new rate, you
can get help from:

Written mquiries: Office of Personnel Management
Retirement Operations Center
Boy~rs, P~lUl\-Y~'alUa 16017

T ~l~phon~ Inquiri~s: R~tir~m~nt In.tonnation Otlic~
(202) 606-0500

YOllf i11qui1i~s must i111.-:hld~ the alumitalrt's fiill nalll~, dat~ of bi1lll, alld r~tiI.~mellt l.-:laUll (CSA) ml1l1ber

5. 1996INTI.REST R..o\TE

\ pl\lpOSeS Imder both tile Federal Employees Retuement System 3Jld tile Civil Selvlce Retuement System i..

6.875 percent for calendar year 1996.

'"



1 'lior intcrcst ratcs arc as tollows

before 1948
1948 -198~
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995

4°10
3n'u
130.0
11.125'!0
90;0
8.3750..0
9. 12sn/u
8.75%8 6.2'~/..°
8.1250.0
7.125°/0
6 2~n..lu

7.00°10

TIle ulterest 011 the FER.~ hl1llp sl1ln credit UI 1984 ~'a.\ 11 perl":ent

C. Thc 6.875 pcrccnt intcrcst ratc for 1996 and thc intcrcst ratcs shown in itcm 5b. abovc. appi}' to all dcposits
or refunds under FERS rules and FERS lump-sum credit death benefit pa~'Jnents.

For CSRS employees, alld for employees who trallsfelTed £10111 CSRS to FER-') with elltitlement to llave pal1 of
their benefits computed under CSRS rules, those interest rates also apply to:

redeposits, if the agency or OPM received the refund application after September 30, 1982;

deposit.~ for lIOllColltriblltolY selvlL..e pelfOflIled after September 30, 1982;

deposIts tor post-1956 military service; and

interest paid on voluntary contributions.

d. A fixed 3 percent interest rate ~ continue to be applied in the follo~g cases

refunds of CSRS deductions;

redeposits (ulchiduig CSR.~ cornpoll~lIt r~deposit.\) if the ag~IICY or OPM r~ceived th~ r~fi\1ld
application before October 1, 1982;

deposits for noncontributory CSRS Ser\i1Ce perfomled before October 1, 1982; and

rSRS deducrion~ ",;thheld from the fir~t of the month After An employee hiL~ perfom1ed ~ufficient

seI"l.lce to entitle him or her to the maximum annui\). (excess deductions).

6. SIG!'-'IFIC.~",TT SOCIAl. SECl1RIT'1" FIGlJRES FOR 1996

On October 25, 1995, the Social Securit)' Administration published figures in the Fadaral Ragislar for 1996a
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that are significant for retirement matters. These figures are included here for the convenience of agency
pcrsonncl.

b Social Securit\' maximum \\'a~e base, The Social Security maximum taxable wage base for 1996 is
S62,700,

c Hos~ital Insurance contribution base, The limitation on the amount of earnings subject to the Hospital
11'iIJfallC~ l':OllU'iblltioll wa.'i fep~aled (Ptlblic Law 103.66, section 13207) The HospitallL'iuf31lce tax L'i now
due on the total remuneration paid during the year,

d. Averau;e total waaes. The amount of average total wages for 1995 is $23,753.53.

e Belld POUlt.\ The donaJ. aJIIOlllltS, or belld POUlt.\, us~d UI th~ b~II~fit formula fOI. woI.k~rs who beCOIU~

eligible for benefits in 1996, and in the foIn1ula for computing maximum individual benefits for 1996, are $437
and $2,635.

f. FERS retiree annui~' su~~lement earnin~ limit, The Social Security earnings limitation for 1996 is
$8,28000 .1\l1Y FERS alumltal1t who L'i rel~elvi11g a FER.~ alUll11ty supplement (l11uess he or she L'i 1111der age 55
and retired under one of the special pro...;sions for law enforcement officers, firefighters, air traffic controllers,
or military resef'\'e technicians separated tor loss of militaI)' membership) will have his or her annuity
supplement offset in 1997 by $1.00 for every $2.00 over this amount earned in 1996.

~~..~.- ~
Mary M. Sugar, Chief
Agenl-:Y Selv1l-:es Division


